i was engacied to audit the financial statements of the Ba-Phaiaboava iVliinicipality sei 
out on pages xx to xx which comprise statement of financial position as at 
30 June 2014, the statement of financial performance^ changes in net assets, cash flows 
for the year then ended, statement of comparison of budget and actuai amounts and t!ie 
notes, comprising a summary of significant accounting policies and other explanatory 
information. 


Accounting officer’s responsibility for the financial sfafements 

2. Tile accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of tlie 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) {MFMA) 
Division of Revenue Act of South Africa, 2013 (Act No. 2 of 2013) (DoRA) and for such 
internal control as the accounting officer determines necessary to enable the 
preparation of financial statements that are free from material misstatement, 'whethrnir 
due- to fraud or error. 


Audifor-Generars responsibility 

3 My responsibility is to express an opinion on the financial statements based on 

conducting the audit In accordance with the Public Audit Act of South Africa, 2004 (Act 
No, 25 of 2004) (PAA), the General Notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, ! was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 




Tiie accounting records of the municipality did not include the description of all as; 
and the location thereof to enable me to perform a physical verification of assets 
amounting to R273 524 033 included in the accounting records. The municipality r 
did not review the residual values, estimated useful lives and remaining usefui live 

nr-i'ty plant and equipment at each reporting date in accordance with GRAF 17 

ly plant and equipment. I was unable to determine the resultant effect on 
lation and the carrying amount of the assets by alternative means. In .addilii 
lable to obtain sufficient appropriate audit evidence for assets with a carryin 
amount of R 18 782 427. as supporting documentation could not be submilled for 



Hs LHiaote 10 confifiTi the valucS OT the assBis by aitornaiiy© rnesns, CoriSsciiioniiv 
s unable to determine whether any adjustment relating to assets stared ai 
Ub1 231 193 (2013: R1 063 495 51 1 ) in the financial statements was necessary. 


The municipality did not account for land and buildings separately on their 
! egisier in accordance with GRAP 1 7 Property, plant and equipment. Furl!" 
nduded in the accounting records and financial statements are properties 



R16 074 281 owned by private individuals that were erroneously recorded as owned by 
the municipality. Due the matters reported on in the preceding paragraph, I CGi.ild no! 
delsrniine the impact on the land and buildings stated at RSSO 920 329 (2013: 

R542 746 789) and the consequent misstatement on depreciation as it was impractical 
to do SO, 


5. The niLinicipaiity did not disclose details of assets pledged or encumbered as required 
by GRAP 17 Propeiiy. plant and equipmeni Furthermore, the financial statements do 
not reflect, per class of assets, the net carrying amount at the reporting date of said 
^assets as required by GRAP 17 Property, plant and equipment. 

7 TTie municipality did not transfer completed infrastructure projects from in 
progress’^ to the respective infrastructure assets in the financial statements. 
Fiifthermore, I identified a significant number of infrastructure assets in tlie accounting 
records that were valued at less than R100, The municipality could not provide 
explanations on how they arrived at these values. ! was unable to determine the 
resultant misstatement to infrastructure assets as it was impractical to do so. 
Consequently, i was unable to determine whether any adjustments to infrastructure 
assets stated at R418 671 424 {R2013: 433 113 720) and the related depreciation were 
necessary. 

a The imunicipality did not account for heritage assets under their jurisdiction in terms of 
GRAP 103 Heritage assets. The municipality's records did not enable me to estabiisli 
the consequent understatement in the financial statements, i was unable to determine 
whether any adjustments to property, plant and equipment and the related depredation 
were necessary. 

9. Additions to property, plant and equipment amounting to R2 243 017 were incorrectiy 
recognised and classified as expenditure instead of being capitalised to property, plant 
and equipment. Expenditure is overstated by the same amount and as a result of the 
matters reporting on in the preceding paragraphs, i could not determine the net irnpaci 
on property, plant and equipment. 


1 0 


I was unable to obtain sufficient appropriate audit evidence that management iiad 
i,.vopefiy accounted for ail accounts receivable balances for the current and prior year, 
due tc the status of the accounting records. I was unable to confirm the accounis 
receivable balances by alternative means. 


1 did not obtain sufficient appropriate audit evidence that the munic 
r.lKAP 104 in arriving at the impairment provision for debtors statec 
,2013: R74 026 977) in notes 7 and 8 to the financial statements. I 



■?si:3;j!ish the iiTipact oiT ths Carrying amount of accounts receivable and the de; 
t'1'3 year stated at h 2 528 /ll (2013: R80 271 035 surplus) as it was irnpractic: 





unable to obtain sufficient audit evidence for debtors control accounts a 
10 238 665 as the municipality failed to provide evidence of transacuon' 
these control accounts. Customer statements with an aggregaie va 
j/o were also not submitted tor audit, i he municipality s records uiQ 
5 to confirm the accounts receivable balances bv alternative means. 






unable to determine 
F1270 320 224(201 


result of the matters reported on in the preceding paragrapiis, i 
2 whether adjustments to the accounts receivable balance stale 
3; R233 347 226), in the financial statements were necessary. 


The accounts receivable balance of R334 851 759. as disclosed in notes 7 and S to il ie 
financial statements, does not agree to the balance of R338 584 135 as per itie 
accounring records. The municipality did not reconcile this difference, consequently, the 
accounts receivable balance is misstated by R3 732 376. I was unable So determine the 
effect of this misstatement on the other account balances contained in the financial 
staternenis 


The trade payables balance of R20 596 893, as disclosed in note 13 to the financial 
statements, does not agree to the balance of R24 244 319 as per the accounting 
records. The municipality did not reconcile this difference, as a result, the trade 
payables balance is misstated by R3 647 426. i was unable to determine the effect on 
the other account balances contained in the financial statements. 


i was unable to obtain sufficient and appropriate audit evidence regarding an amount of 
R16 460 109 included in the opening balance of trade payables, Tfie municipality’s 
records did not allow me to confirm this balance by alternative means, Conseciuently, I 
■was unable to determine whether any adjustments to trade payables stated at 
1220 586 893 (2013: R16 460 112) in the financial statements were necessary. 

I was unable to obtain sufficient appropriate audit evidence regarding advance 
payments reflected at R18 873 710 (2013: R18 882 656) in note 13 to the financial 
statements. The municipality’s records did not allow me to confirm the advance 
payments by alternative means. Consequently, I was unable to determine whether any 
adjustments to trade payables stated at R18 873 710 (2013; R18 882 656) in the 
financial statements were necessary. 

The money owed to the Mopani District municipality as disclosed in note 13 amounting 
to R265 42.2 583 does not agree to the balance of R225 800 588 in the accounting 
records and financial statements of the district. The municipality could not provide an 
explanation or supporting documentation for the difference of R39 621 795. 
Consequently, I was unable to determine whether any adjustments to payables from 
exchange transactions stated at R323 949 259 in the financial statements vxere 
necessary. 


was unable to obtain sufficient and appropriate audit evidence regarding an amount of 
T? SS9 359 included In the opening balance of payroll accruals. The municipality s 


rccrds did not allow' me to confirm this balance by alternc 


itive mean: 


n, 


was ijnsbis to determine whether any adjustments to payroll accruals stated at 
R4 B41 529 (2013: R3 669 359) in the financial statements were necessarv. 




erest earned on outstanding receivabies baiance of R55 540 b 
F<51 806 962). as disclosed In note 25 to the financial stateme 
606 630 as a result of errors made in the interest calcuiatlon. 
on the deficit for the period and the accumulated surplus. 


i.A n 




Tile niunicipality recognised items that did not meet the definition of revenue in 
accordance with GRAP 9 Revenue from e>xhanga transaclions., and also did not 
measure revenue at the fair value of the consideration received or receivable as 
recjuired by the standard. Consumption ’was not adjusted at year-end for meter readings 
[:)erfGrrned and prepaid sisctricity sold before year-end. Consequently, i was not able to 
establish the misstatement to service charges revenue stated at R93 504 365 (2013: 
R79 414 463) and the resultant effect to deficit for the year stated at {R2 528 71 1 ) 

!2013; R80 271 035) in the financial statements. 


22. The municipality did not apply the probability test on initial recognition of traffic fines in 
accordance with GRAP 1 Applying the probabilily test on initial recognition of revenue, 
was unable to confirm whether aii traffic fines were recorded by alternative means. 
Consequently, 1 was unable to determine whether any adjustments to traffic fines 
revenue stated at R2 826 164 (2013: RS70 SIS) in the financial statements ’were 
necessary. 


23. Tile municipality did not update its accounting records v^ith regards to the valuation roll. 
Consequently, revenue w/as understated and receivables were understated by an 
uni<novvn amount. Additionally, there was a resultant impact on the surplus for tfie period 
and the accumulated surplus. 


24. The municipality did not perform adequate bank reconciliations to support the bank 
overdraft balance in the financial statements. I was unable to confirm wl'iettier all 
receipts and payments were correctly recorded. Consequently ! was unable to 
determine whether any adjustments to the bank overdraft stated at R17 962 506 in l:!m 
financiai statements, vjera necessary. 


I was unable to obtain sufficient appropriate audit evidence for inventory adjustments, as 
there were no internal controls over the recording and reconciliation thereof. Slow 
moving and obsolete inventory were not recorded at their net realisable values as 
required by GR.AP 12 Invenlon/. ! was unable to confirm the overstatement of inventory 
by alternative means. Consequently, I was unable to determine whether any 
adjUBtiTients to inventory stated at R14 399 131 (2013: R9 467 752) in the financial 
steternenis were necessary. 



^ assets amounting to R3 840 000 that were incorrectly included in the 
or landfill sites rehabilitation estimate due to an error by the appointed ser/ice 
Jonsequently, the landfill sites rehabilitation provision stated at R19 671 QOG 
1 n 856) in note 12 to the financial statements is overstated bv R3 B40 000 




i he ii'iunicipality did not disclose information such as assumptions used, thp 

value of defined benefit obligations, the fair value of the plan assets and if or 

oeficit in the plan among others for retirement benefit obligation in accord? 

GF'AP 25 Employee benefits. Consequentiy the financial statements of the miinicipaniy 
do no? compiy with the GRAP 25 disclosure requirements. 


.78 


No contract management system was in place for the identification and recognition of 
contracts and there were no satisfactory alternative audit procedures that i could 
perform to obtain reasonable assurance that all commitments were properly recorded. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
iTiyaeif as to the completeness of commitments of R90 000 000, as stated in note 35 to 
the financial statements 


29. The niurucipality did not disclose the budget period and explanations for variances 
between actual and budgeted amounts in accordance with GRAP24 PresenialJon of 
budget infonriaiion. Furthermore, the capital and operating expenditure reflected on the 
statement of budget comparison and note 47 to the financial statements was 
understated by a combined total of R30 012 166. The approved adjusted budget as per 
note 47 to the financial statements differs from the actual budget approved by the 
council to the amount of R44 992 108. 


Section 62( 1 ) (d) of the MFMA requires the accounting officer to lake all reasonaijie 
stef)s to prevent irregular expenditure. During the audit of procurement, I identified 
procurement of goods and services amounting to R12 921 165, vyhich vyere in 
contravention of the supply chain management requirements. The amount was not 
included in irregular expenditure, in note 43 to the financial statements, Tliere was no 
system of control to enable me to quantify the full extent of the irregular expenditure that 
should have been disclosed in note 43 to the financial statements. 



I he rnunicipaiity did not disclose particulars of distribution losses as required by section 
of the 125(d) of the lyiFMA. i was not able to determine the value of the eiectndty and 
waier distribution losses incurred by the municipality as it was impractical to do so. 


B-scause of the significance of the matters described in the Basis for dis 
opinion paragraphs, I have not been able to obtain sufficient appropriate 
de a basis for an audit opinion. Accordingly, I do not express an 





ex 




s below. My opinion 


not modified 


As disclosed in note 
amounting to R1 53“^ 


42 to the financial statements, fruitless and waslefui expenditure 
i- 521 was incurred due to interest on late payments to suppliers. 


Resfotement of corresponding figures 

35. As disclosed in note 38 to the financial statements, the corresponding figures for 30 
June 2013 have been restated as a result of errors discovered during 2014 in the 
financial statements of the municipality for the year ended 30 June 2013. 


Addltiono 


maffers 


36. 1 draw attention to the matter below. My opinion is not modified in respect of this matter: 


37 In lern'is of section 1 25(2)(e) of the MFMA the municipality is required to disclose 

particulars of non-compliance with the MFMA. This disclosure requireiiieni did not form 
part of the audit of the financial statements and accordingly ) do not express an opinion 
thereon. 


38. Th-e supplementary information set out on pages xx to xx does not form part of the 

financial statements and is presented as additional information, ! have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 


¥^ithdrawal from the audit engagement 

39 Due to the limitation imposed on the scope of the audit by management. I liave 

diSclaiiTied my opinion on the financial statements. But for the legislated requiren ient to 
perform thi- audit of the municipality, I v^'ould have withdrawn from the engagement in 
terms of the ISAs. 




i periormed procedures to obtain evidence about the usefulness 
r-apoilec! oeiTorrnance information for the following selected devt 


and reliabiiiry 


'li'crSfe! i(C-u 


in the annua! performance report of the department for \hi 




30 June 2014: 

> Deveiopment objective; Basic service delivery 


e Development objective: Locai economic development 

-I s i pvaiiiaied the reported performance information against the overall criteria of 
usefulness and reliability. 

42. I evaluated the usefulness of the reported performance information to determine 

V'diether it was presented in accordance with the National Treasury’s annual reporting 
principles and v^/hether the reported performance was consistent with the planned 
development objectives, I further performed tests to determine whetfier indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, as 
required by the National Treasury’s Framework for managing prograninie 
infonvation (FIVIPPr). 

■■13 I assessed the reliability of the reported pertormance information to deteirnine wliether i 
was valid, accurate and complete. 

44. The material findings in respect of the selected programmes are as follov^s: 


Development objective: Basic service delivery 



4 5 T!ie National Treasury FMPPi requires that performance targets performance indicala!' 
must be verifiable, meaning that it must be possible to validate the processes and 
.systems that produced the indicator. A total of 43% of the indicators in relation to basic 
service delivery were not verifiable. This was as a result of limitations placed on the 
scope of rny work due to the absence of information systems. 





The FMPPi requires municipalities to have appropriate systems to collect, 
and store performance information to ensure valid, accurate and complete 
actual achievements against planned objectives. Due to inadequate syster 
information I 'was unable to place reliance on the validity, accuracy and coi 
the reiX'iled objectives for basic service delivery. 


coilate, verify 
reporting of 
ns and 



3 ! Treasury FMPP! requires that performance indicators musl be yerniabie^ 
ineamna that it must be possible to validate the processes and systems that produced 
the indicaior A total of 50% of the Indicators in relation to Local economic deveiopmerii 
were not verifiable. This was due to limitations placed on the scope of rny work due l:o 
hvfr absence of information systems, 


Reliability of reported performance information 

48, The FMPPI requires municipalities to have appropriate systems to collect, collate, verity 
and store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, due to inadequate systems and 
information I was unable to place reliance on the validity, accuracy and completeness of 
the reported objectives for local economic development 


AdcJltiona 


matter 


U.9 ! draw attention to the fo!!ovs/ing matter: 


50, [defer to tlie annual performance report on pages x to x for information on the 

achievement of planned targets for the year. This information should be considered in 
the context of the material findings on the usefulness and reliability of the reported 
performance information for the selected programmes reported in paragrapi is 45 to 48 
of h'iis report. 



1 performed procedures to obtain evidence that the municipality had compliced with 
applicable legislation regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific mattars in key 
leoislation. as set out in the General notice issued in terms of the PaA. are as lOllows: 


All s 


The financial statements submitted for auditing were not prepared in ail material 
respects in accordance with the requirements of section 122 of the MFMA. Mater 
nysslatements identified by the auditors in the submitted financial statements v-rere nr 
noeQuaielv corrected and supporting records could not be provided, which resLiiied ii- 


ri!' 


sncial statements receivina a disciaimi 


n 


pinion 



Proc 




;:} (;) . 


SO. 


(Sonlracts vvere avv'arded to bidders based on preference points that were not ; 

•'tncPor calcLiiated in accordance with the requirements of the Prefereniiai Proc 
Policy Framework Act. 2000 (Act No. 5 of 2000) (PPPFA) and Its regulations 
Suincieiit appropriate audit evidence could not be obtained that bid specification? (oi 
procurement of goods and services through competitive bids were drafted in an 
unbiased manner that allowed all potential suppliers to offer their goods or services, as 
per required by SCM regulation 27(2)(a). 

Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of 
the municipality as required by SCM regulation 27(3). 

Contracts were av\/arded to bidders who did not submit a declaration on whettier ttiey 


are employed by the state or connected to any person employed by the slate, a.s 
required by SCM regulation 13(c). 

Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 1 7(a) and (c). 
Tl'ie preference point system was not applied in all procurement of goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 )(a). 

Contracts were awarded to bidders that did not score the highest points in the 
evaluation process, as required by section 2(1 )(f) of PPPFA. 

Construction projects were not always registered with the Construction Industry 
Development Board (CIDB), as required by section 22 of the Construction Industry 
Dev/eloprnent Board Act, 2000 (act No. 38 of 2000) and GfDB regulation 18. 

Ttie performance of contractors or providers was not monitored on a rnonthiy basis, as 
required by section 116(2)(b) of the MFMA. 

Quotations were awarded to providers whose tax matters had not been declared i:)y ttie 
South African Revenue Service to be in order, as required by SCM reguiation 43, 


63 Money owed by the municipality was not always paid within 30 days or an agreed 
period, as required by section 65(2)(e) of the MFMA. 

(y-F An adequate management, accounting and information system v/as not in place vi/hich 
accounts for creditors, as required by section 65(2){b) of the MFMA 
65. Reasonable steps were not taken to prevent irregular expenditure and fruitless and 
wasteful expenditure, as required by section 62(1 )(d) of the MFMA 


luman resource management 


'he municipality did not comply with section 2/(4)(d) of the Municips! Performance 
re(i!iiai!ons {'GNR 805) as no performance evaluations were done for the current 


hnar!c;i35 vear. 



7 7\ credit control and debt collection policy was not implemented, as lequire^ ctior 

coi'b) oi the MuRicipal Systems Act. 2000 (Act No. 32 of 2000) (MS.A) and : 
ic2i i jO HiiO ot iVii-iVlA. 

/Xr-i adequate management, accounting and information system which accoijnts tor 
:-av. 5 nije debtors and receipts of revenue was not in place, as required by section 

69 An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFfvlA. 

70, Interest 'was not charged on all accounts in arrears, as required by section 64(2)(g) of 
the MFK/IA. 



1 . An adequate management, accounting and information system which accounls for 
assets was not in place, as required by section 63{2)(a) of the MFMA, 

2. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 


I considei'ed interna! conlrol relevant to my audit of the financial statements, arinua! 
performance report and compliance with legislation. The matters reported beio'w are 
limited to the significant internal control deficiencies that resulted in the basis for 
disclaimed opinion, the findings on the annual financial statements, annua! performance 
report and the findings on non-compliance v/ith legislation included in this reiDort, 


74 


i o. 


The leadership, which includes the mayor and councillors did not demonstrate sufficient 
Lindersianding of their oversight functions and did not satisfy them that processes were 
irnpiernentsd to ensure credible and reliable information is reported. 

Municipal officials that deliberately or negligently ignore their duties and disobey 
iegislation were not dealt with through an adequate performance management process 
as performance evaluations were not done for the year under review. 


There is a lack of commitmient to address deficiencies identified by the 
evidenced by many repeat findings. The action plan was not fully imple 


auditors as 


net 


eauianv monitoreo. 



30. 


There is lack of financial reporting skills in the municipaiitv- Adjustmenls allowed to ihe 
financsa! statements could not be processed due to lack of financial reporling aksHs nr ir 
• f’Mnicipaiiiv. There is also a general lack of GRAP skiiis at the municipality. 

! rie iiasic accounting principles of daily and monthly accounting and reconciiing kiave 

There was no adequate review and monitoring of compliance mlh applicable iaw.s aiuJ 
regulations. 

Tlie municipality did not adequately design and implement forma! controis over IT 
systems to ensure the reliability of the systems and the availability, accuracy and 
iDrotection of information. 


31 . The municipality did not implement appropriate risk management activities to ensure 
that regular risk assessments, including consideration of IT risks and fraud prevention, 
are conducted and that a risk strategy to address the risks are developed and 
monitored, 

82. The interna! control monitoring mechanisms of the audit committee and the internal 
audit are not functioning optimally, as many control weaknesses are only detected 
during ihiB audit of the financial statements and performance information. 




-■ddokwane 
30 Movember 2014 



AUDITOR-OENERAL 
SOUTH AFRICA 


Audilinc lo build public confidence 



